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The time was ripe for marlcet forces to assert themselves in the Texas local
telephone service marlcet in the late 19905. As discussed in Chapten 1 and 2, the Texas
Legislature, Congress. and the Commission successfully laid the groundwork for
competitive access to local exchange service in Texas over the last several years. This
chapter examines how CLECs responded to this new opportunity.

As of December 31, 2000. a total of 432 canien had been granted COAs or
SPCOAs from the Commission. A company that obtains either of these certificates is
considered a competitive local exchange company (CLEC). Qualifying for and obtaining
either certificate is the minimum action that every CLEC must taJce to be allowed to
provide local exchange service in Texas. While 311 of the canien currently certifi~

to provide competitive local exchange service in Texas obtained their certificates by
December 31, 1999. the period for which the Commission requested operations data for
this report, many of these CLECs did not yet have customen. Many other CLECs were
small with limited financial resources, so a simple review of the number of CLECs in
Texas does not give a complete picture of the competitive choices available to customcn
in various geographic regions of the state.

This chapter presents snapshots of the statewide marlcet penetration of CLECs in
the late 19908 and discusses the facton involved in competitive local exchange service
across the various regions of Texas. A data collection instrument was designed to
capture the different means of entering the service territories of n.ECs: reselling
telephone services. leasing UNEs. or buildinl new plant and equipment The
Commission's ability to collect data for this report from telecommunications providen in
the emerging competitive market was limited due to increasinl concern amenl providen
about the confidentiality of competitively sensitive information.~ To obtain information
from providen for this report, the Commission allowed for aggregation of data among
providers and acrosa regional areas. which limits the extent to which analysis can be
achieved. Appendix H discusses the data collection insttument and the information it
requested from aBCs and CLECs.

In order to capture the spread of competition across the various areas of Texas.
the Commission developed a data collection instrument that would capture the

<0 A recent AlIomey Ocncralleuer rulinl and odler judicial decisions and Iellislathe cbanpa have
heillhlened the reluctance OD the part of priVIIe c:ompuiea to provide confidential informalioa to public
apncies. The fact !bat the Commission received data replies from only 128 of die 311 companies
cenilieated to provide service durinl the period iD qlleltioa illltributable in sipiticaDl pan to the concerns
about the cODtidentialily of data. n- cancerns, and die COmmiUiOD'1 in-. are dis:uaaed iD
i.elillative Rec:ommendalioD No.2 iD Chapccr 7 of lbiI report.
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differences in the market penetration of CLECs between urban and rural areas of Texas
and highlight any differences within Rural Texas!1 Because Texas is a very diverse state,
CLECs will not be entering all markets with the same vigor. The data show that CLECs
focused on the Large Metro and Suburban areas of Texas in 1998 and 1999.

Availability 01 Local Service Competitors

There are a number of perspectives from whicb to evaluate the availability of
competitive providers for local exchange service. Each vantage point has its limits, but
together they offer a comprehensive view.

TEXAS: MORE COMPETrrORS THAN OTHER STATES

At the end of 1999, Texas tied with only New York to lead the nation in number
of providers, according to the FCC report, Local Telephone Competition in the New
Millennium. 42 The FCC based its analysis on information reported by !LECs and CLECs
(only those carriers serving at least 10,000 lines in a state were required to report). The
state-by-state comparison is shown in Table I. Texas and New York had at least 21
CLEes providing service. while most states reported fewer than ten CLECs.

" Commislion Slaff designed die eategoriea of daIa requesled 10 show die level and arowtll of
competition in 69 areu of Texas distinguished by level of popuWion and geoBnP!Uc location. A
socioeconomic profile of die various regioas of Texas used for die analysis of die daIa in tIIis report can be
found in Appendix L

.% UJcaJ TekphoM CompetitiDlI ill 1M N~ Mi/knni1Ull, FedcnI Communications Commission,
COlMlon Carrier Bureau, Industty AnalysiJ DivisioD, AUgtlll20Cl0.
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Table 1- Number or Reporting Local Exchange Carrien: Year·End 1999
SI8te ILECa CLECa ToWl
Alab_ 9 4 13
Alulla 4 2 8
Arizona 2 B 10
ArI<a"... 5 1 8
Cal~omi. 9 17 28
Colorado 4 7 11
Connedlc:ul 2 5 7
De'awarw 1 1 2
DIetric1 of Columbia 1 5 8
Florida B 17 25
Georeia 15 13 28
Hawaii 1 2 3
Idaho 3 0 3
lllino. 8 13 19
Indiana 7 7 14
Iowa 8 3 9
Kaneee 5 2 7
K 12 4 18
Louielana 5 B 11
Malne 5 2 7
Marvlanej 1 4 5
Maaeac:husetlll 1 9 10
MIch..... 8 5 11
M1nnlIOlII 17 10 27
Miuieeilllli 4 4 8
Mleeouri 8 5 11
Montana 7 2 9
Nell..... 8 1 7
Nevada 5 3 8
New Hamt>Mlrw 5 2 7
NewJe..... 3 8 11
New Mexico 3 2 5
New Yorlc 9 21 30
Nor1ll Carolna 14 B 22
Nor1ll DekDta 7 2 9
Ohla 9 10 19
Oklahoma 9 2 II
Onoaan B 8 14
Penn 11 13 24
.PU.tm Rico I 0 I
Rhode leland 1 "I 2
lS<lulhcaraana 14 1 15
SoulIlOakola 8 2 8
T_ 14 7 21
TEXAS 11 21 3t
Uta/I 3 2 5
Varmont 4 I 5
Viral..... 7 7 14
WuIlinamn 9 9 18
Weat Vlft'llnia 2 1 3

.Wleconeln 10 8 18
W"""'j.... 2 1 3
NIllonwide - TotaJ without duElllcaUon- 188 81 248

iepWil1tl .. of • earn • _ .lna _ car-..._,Lee ondCLEC__

27
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NUMBERS OF COMPETITORS BY CITY

The HB 1777 Data Conectlon Instrument

The Commission has available a new source of data that is precise in comparing
the actual number of choices for similar service a customer has in a given locale. These
data arc that which must be reported by cities on a quarterly basis in order to comply with
HB 1777 (relating to a uniform method for compensating municipalities for obtaining
right-of-way access).43 This data set reveals which providers arc providing service in a
given Texas municipality in the following service category groupings:

• Residential Services: analog and/or digital residential switched access lines.
including point-to-point private lines. whether residential or non-residential.
only to the extent such lines provide burglar alarm or other similar security
services.

• Business Services: analog and digital non-residential switched access lines.

• PoiDt-to-polDt (Data) Services: all other point-to-point private lines.
whether residential or non-residential. that arc not otherwise included within
the residential service category.

For the purposes of complying with HB 1777, a telecommunications provider
must report the number of lines it provides in each of the three categories above in each
city it serves. The basis for counting the number of choices customers have in a given
city for purposes of creating the maps in Figures 1-3 was to count the number of
providers reporting the above data in that city. In other words, a provider reporting that it
provides some services in the residential services category to at least some lines in a town
is assumed to be one of the total number of providers operating in that town. The data
reported from 1.222 cities supply the data points that arc used to make each map.

"toe. GoV'T. Coo£ANN. If 283.001-283.058 (VemOll 19991l1d Supp. 2000),
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Geographic Distribution of Providers. by Type of Service

Resldentl.' Service.

In Figure I, which maps CLECs that offer residential services, note that all small
circles. or "zeroes," indicate lown locations where there is no choice available for an
alternative provider of residential services. The open triangles indicate towns where
there is a small range of choices available. The gray shaded areas indicate lowns where
the number of providers is sufficient to offer a chance of competitive choice. The black
circles indicate towns where there is an abundant choice of providers for residential
services. As the map indicates, competition has clustered in population centers and in
East Texas.

Bus/ne.. Servlee.

An examination of the corresponding data for business in Figure 2 shows that the
competition clusters in similar areas, but the providers are not as numerous.

Polnt·ta-Polnt Service.

Data services. though not a big part of the telecommunications market in the past,
will he increasingly important to telecommunications providers and customers.
According to a study by 1. P. Morgan Securities. data services nationwide will grow from
$31.4 million in 1999 to a projected $90.9 million in 200'." The demand for data
services likely will he centered in high-density, higher income areas of Texas. where
many CLECs have focused their efforts in the past two years, as shown in Figure 3.

The results of the HB Im data collection instrument show that customers have a
good selection of data services providers in Houston, Dallas, Austin, San Antonio and, to
a lesser extent, East Texas.

.. 1. P. MerllD Securities, Indlutry AIIDIysi.r: T.lecom S.rvic,s.1l4 (Sepc. 8, 2000).
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Figure 1 - Residentlal Service Providers
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Figure 2 - BuslJiess Service Providers
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Figure 3 - Data Service Providers
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Analysis of the Histogram Data

The histogram data that supported the above figures is shown in the table below
and reveals a few more insights.

Table 2 - Number of Providen for Texas Towns

Number of
provkMllln a

gtven town

Number of TellGl townI wtttllllall'/lGl'lY
PfO'/klM, by type of MlVtce

~e"denllal Bullln'.
servtcee 5eMceI

1 257 554 843
2 229 273 77
3 178 133 27
4 143 6e 3
15 ~ 43 3
6 M ~ 0
7 M ~ 3
8 42 8 0
9 ~ 12 1
10 32 11 0
11 25 7 0
12 18 9 1
13 14 4 1
14 12 1 0

15-19 29 5 0
20 or more 10 II 0

Source: I'Idc UtIIIIy Camm',,'cn 01T_ HB 1777 c.. OCol'_''"1_

This data set shows that residents in a good number of cities have a very sizeable
number of choices of CLECs. Data show that ten cities have twenty or more CLECs
serving residential customen. and residential customen in 130 towns and cities have ten
to nineteen CLECs from which to choose. In contrast, residential customen in 257
towns·' have no CLECs, and another 407 towns have only one or two CLECs from which
to choose.

The trend of limited choice in providers for more specialized services can be seen
in the point-to-point data. Ninety percent of all municipalities surveyed do not have
competition in data services. Residents in 263 cities have- no certificated providers of
data services.46 Residents in 843 towns (69 percent of all municipalities surveyed) only
have one choice of provider for such services.. while residents in 104 towns have a choice
of two or three providen for these services.

., Thia table is buecI on the same 1222 dill poiJI/I that were the bail for the mapa. Howe_. III
additional 209 ciliel reponed dIla 10 the Commiuion that did IIOC have die necessary celllUl codes 10 be
included in the map, Illd lbeIefore ore IIOl included in !be map dIla sat. MOlt of them had only ILSC
service available aDO choice ofCLECI for Illy of !be service lypeL

.. There may be providers offerinl point 10 point dill services that are IIOl required 10 report 10 the
Commislion becallle the reponinl requirement ia made only of eeniliClllld providers, a· it is not
leC:hnicnlly nee...·ry 10 oblain a eenitic:ale from the Commiuion ill order 10 provision poilll-co-poiDl
services.

--- --------
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CLECs IN TEXAS BY METRO SIZE AND GEOGRAPHIC REGION

Another measure of geographic availability may be seen in me responses of the
CLECs that responded to the data request for this report. Table 3 shows the number of
competitive local carriers that are providing service to customers in each of the
geographic areas.

Factors of population growth. economic growth. and population density appear to
be important in the decisions of CLECs to invest in or resell voice telephony facilities in
a given area of Texas. as a sizeable number of competitors are available to Texas
residents in counties with populations over 100,000. The Large Metropolitan areas,
which comprise nearly half of the Texas population and have high population densities.
have by far the heaviest concentrations of CLECs. The Suburban and Small and Medium
Metro counties have about the same numbers of choices in providers as each other, even
though the fonner group has twice the population.

Even in the smallest Rural counties. the responses show that at least one
competitive provider is available to at least one county in that Council of Governmenl.
Many Rural areas have two. three. or more CLECs in addition to an Uc. Some of these
Rural competitors. however, may be aimed at customers with poor credit histories and are
not vying for the average local customer's business.
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Table 3 -CLECs In Texas by Size and Region

R.glonll Group PopuleUon e.tegory Numbefof
CL£Ce-/18ll11

Large MeIro (Group 1) OIl" 600,000 40Suburtlln (Group 2) Neer Metro. 22SmllJl and Medium Metro IGro<m31 Oth" Oller 100 000 23
Alamo Area Council of Govemmenll 20,001-100,000 10
Ar1<.Tex Coundl of Govemmenll 20,001'100,000 7
Brazos Valley Coundl 01 Governrn«D 20,001-100,000 8
Capital Area Pleming Council 20,001.100,000 7
Cernnll TeXlll Council 01 Governmenll 20,001-100,000 8
Coastel Bend Council of Govemmente 20,001·100,000 8
Oeep Eat T.XlII Council of Govemmenll 20,001-100,000 7
East Texu Coundl 01 Governmente 20,001-100,000 7
Golden Crwcent RegionllJ Pfenning Commiulon 20,001-100,000 7
Heert 01 Texu CoIn:iI of Govemmenll 20,001-100,000 e
Houaton-GeJveetcn ArK Council 20,001-100,000 10
Middle Rio Grande O.velop"*,l Council 20,001-100,000 7
North Centr8l Texu Counc:iI 01 Govemmente 20,001-100,000 10
Panhandle ReglonllJ Pleming Commission 20,001-100,000 e
Permian Suin Reglonel Pfenning Comrniulon 20,001-100,000 5
South Pili", AllIClCietlon 01 Govemmente 20,001-100,000 8
South Texu Oevelopmenl Council 20,001-100,000 4
Texoma Council of Govemmenll 20,001·100,000 7
Wee! CenlJ8l Texu Council of Govemmente 20 001-100 000 5
AJemo Aree Council 01 Govemmenll 5,001·20,000 8
Ar1<.Tex Council of Govemm_ 5,001-20,000 4
Brazee Valley CouncIl of Govemmenll 5,001-20,000 5
CaplleI Area Planning Coundl 5,001-20,000 5
CenlJ8l T.xu Council of GovemmenII 5,001-20,000 8
Coaslel Bend Council 01 Govemmenll 5,001-20,000 7
Concho Velley CoundI ofGo~ 5,001-20,000 4
Deep Eat T.xu Council 01 GoWmmenla 5,001·20,000 7
East Texu Council of GowmmenII 5,001-20,000 8
Golden Crwcent Reglonel Pl8llfling Commiulon 5,001-20,000 7
Heart of Texu Council 01 Govemmenll 5,001-20,000 8
Houaton-Galveetan ArK Council 5,001-20,000 8
Middle Rio GrendlI O....iopmenI Council 5,001-20,000 4
North CenlJ8l T.xu Council 01 Govemmenta 5,001-20,000 e
North T.xu RegionIII Planning CommiAlcn 5,001-20,000 7
Panhandle Regionel Pleming CommiAlon 5,001-20,000 7
Perm'," Buin Regionel Pl8m1ng Commilliian 5,001-20,000 7
Rio Grande Coundl 01 Govem_ 5,001-20,000 3
South Plaine ,'. Q:latIon of Govemmente 5,001-20,000 8
South rOM O...,C"""' ...... CoI.n::I 5,001-20,000 5
Wee! CenlreI T_ Council of Govemmenll 5001-20000 8
At1c-Ta Council of GowmrnenI8 1-5,000 3
CenlreI T_ Council of Govemmenll 1-5,000 4
eo.-. Bend CouncI of Govemmente 1-5,000 3
Concho Velley CounclI ot GovemmenII 1-5,000 7
MIddle RIo Grande Ol\llopment Council 1-5,000 8
North T._ Rec;oneI P1enn1ng Commialon 1-6,000 8
Panhandle Regianel Pfenning CommiNlon 1-5,000 9
Permian Bain RegIoneI Pl8ming Commiulon 1-5,000 5
Rio Grende Coundl 01 Govemmena 1-5,000 4
South Pi.... ~ieIlonot Govemmeuta 1-5,000 5
South Te_ O-'opmenl Council 1-5,000 2
Wee! Central Te_ CouncI 01 GovemmenII 1-5,000 e

Soun:e: PullIIc UtlIlly Ca'i'iooIoi, 0aIa~ 2COO RtiIpoi_

35
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NUMBERING CODE INDICATORS OF COMPETITORS

One measure of competitive availability can be found in the numbering prefixes
(NXX codes) acquired by competitive carriers. Numbering codes are used to route and
rate the switched telephone traffic within the nationwide network and ensure that a call is
delivered to the telephone switch serving the customer being called. According to FCC
data. Texas had 80 local service competitors holding numbering codes in mid-2000, up
from 32 local service competitors in mid-I 999. Those codes were geographically
dispersed within Texas LATAs, as shown in Table 4.

Table 4 - Local Service Competitors by LATA

4th Qtr 4thQtr 2-Qtr 3"'Qtr
LATA 199'7 1998 1999 2000 .

Abilene 0 1 1 6
Amarillo 2 4 4 10
Austin 9 13 13 29
Beaumont 0 I 2 8
Brownsville 0 1 1 7
co.;;;;s Christi 2 4 S 8
Dallas 14 2S 24 48
El Paso I 3 3 S
Hearne 0 1 I 4
Houston 13 19 19 43
LonllVlew 1 2 3 9
Lubbock 0 3 4 8
Midland 0 1 I 4
San Anelo 0 1 I 3
San Antonio 8 11 11 28
Waco 1 3 3 8
Wichita Falls 0 1 1 6

Sourcea: LOQ/~1IIb"AugwI11I9II.F_ Ccmm..__ Calii '11'0 , IndUllry AMIyIII CMIicn, Convncn
CArrier aw-:~ of LocIl EJocnonge RouIirlg G.-.

The largest four metro areas in Texas have been the favorite destinations of
CLECs. Dallas and Houston bad between 40 and SO CLEes in their markets. and Austin
and San Antonio bad about almost 30 CLECs in their markets. EI Paso. despite being a
Large Metro area, bad only five CLECs in its market, fewer than cities such as
Beaumont, Longview, or Wat;O, which have a fraction of EI Paso's popUlation. Lower
per capita income and mediocre business prospects might be responsible for this Iat;k of
interest in El Paso. The data indicate that a large number of CLECs burst onto the scene
in 1998 and again in the fJl'St half of 2000.
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Market Penetration by Competitive Providers

Fifty-nine ll.ECs responded to the Commission's data request Out of the 311
CLECs certi~cated to provide service in Texas during at least some part of the 1998-1999
calendar penod, 128 responded to the Commission's data request Of the CLECs
responding. 36 indicated that they were not providing any local exchange services during
the period in question. The data in this analysis therefore represent the reporting of 92
CLECs providing local exchange services in Texas at year-<:nd 1999. Not all of these
carrien provided services in 1998.47

CLEC ACCESS LINES AND REVENUES

Texas has seen the beginnings of competition in local exchange service. shown by
the growth in the number of lines and the revenues for CLECs. Starting from a very low
level, CLECs have been increasing market share in Texas in the past three years. Marlcet
share of CLECs for access lines rose from 1.3 percent in 1997 to 6.1 percent in 1999. and
in revenues the marlcet share for CLECs rose from 1.6 percent to 9.0 percent

Figure 4 - Number or Lines Provided by ILEe.. and CLEe..

15.000.000 ....---------~

10,000.000

5,000,000

o
1997 1998 1991

.., It should be noced !hat while the CLEC dim IlC lood for iIIl11l1"11ive JlIII'IlOSCS in this repcx1, they
do not eppeIl' to be pncile. !D some inSlllllCes, it is clCll' !hat the CLECs provided illComplele or incorrect
infOl'lllllioa ia their polJflllhic reportinl- Secondly, the medtod of aureptina the date mIY leId to en
invl1id coaclUlioa concemiDa competition lhroullhout the entire lureilled rep,n. and any aIIIIysis must
rccollJlize !hat lelcphone exdwtlCl were merpd into countiea. and counties illlD Iarpr ~inp,b~
on size and relioD. AI for the number of CLECs reportina. howe_. the date ICl docs ICltieve cntical
mass. While 183 of the 311 CLECs certificlled for It lcast pert of the dim period did IICll report, 65 of
those do not hive intelCOnnection agreemenrs and CID therefore be ISIlIlIICd to not hive sizclble
operations, if eny. Farly-two more of those did not p( their interconnection agreement unti1 after June
1999, and CID therefore be usumed to not hive hid sizclble opentiona before the end of lbe date period.
That IClvcs 76 CLECs flilina to report that potentially hid operationa in the date period, baed on their
ccrtifiCltion and inrercoonection agreement dates, while 92 CLECs with opentiona in the date period did
report. Within the date ICl of 128 CLECs !hat did respond, 43 CLECs hid botb their certificelCl and
interconnection asreemenrs in order by end of 3'"q_ 1998. while I lOlaI of 76 CLECs hid these items

;n order by 3'" quarter 1999.
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Table 5 - Comparison of ILEC and CLEC Lines and Revenues

Sourca: 1999 SCope 01 Competition RIPOIt. Data RIqUII12000~

1997 1991 1M
fLEe Ace... LIMI 10,767.173 12,135.113 12,532,003
CLEC ACCIM LJ". 146,165 248,166 610.259
Total Ace... UMI 10,913,356 12,363.279 13,305,8&4
CLEC Percent.ae of Li".. 1.3% 2.0% 6.1%

fLEC Locil Revenuee $2,044,6&4,321 $2,l60.m ,998 $2,267,287,649
CLEC Local Revenuel 32,735,793 993&4,239 227,326,666
Total Locil Revenuee $2.077,400 t14 $2,260,136.236 $2,514,614,315
CLEC P.reentlQII 01 RevenUlt 1.5% 4.4% 9.0%

Similarly, the CLEC share of revenues has more than doubled in 97-98, and
doubled again by year-end 1999, as shown in Figure S.

Figure 5 - Comparison of ILEC and CLEC Local Revenues

$3,000,000,000 ,....--------......,

$2,000,000,000

$1,000,000,000

so
1997 1998 1991

Displayed in Table 6 are the number of residential and business lines provided by
CLECs. categorized by geography and county size. In terms of lines in 1999, CLECs
captured 8.2 perCent of the Large Metro market, 11.4 percent of the Suburban market,
and 5.3 percent of the market in Medium and Small Metro areas. This table clearly
reveals the emergence of local exchange competition, fll'St in the Large Metropolitan
areas in 1998. followed by the beginnings of competition in counties with under 100.000
population.
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Table 6 - CLEC Lines

39

CountvSla ,.
1.

Cl.!C U"" %ofTolII Cl.!C U'* %of TolII
Stili MarUI StIla II.,..

LIra. MItro (GrouD II 179921 3.0 530393 8.2
Suburllan IGrouD 2\ 27136 3.1 115.6044 11.4
SmalllMadlum MItro (GroUD 31 25.491 1.4 102 S85 5.3
Aural' 20 001 -100,000 10,015 0.3 36,359 1.2
Aural; 5,001 - 20 000 3,712 0,5 14864 1.9
Aural' 1- 5000 1891 1.5 10314 7,6

Total CLEC 248,166 2.0 810,259 6,1

While the four largest !LECs in Texas - SWBT. Verizon, Sprint/Centel and
SprintlUoited - have signed significant numbers of interconnection agreements with
competitive carriers under the FTA, the remaining !LECs have entered into relatively few
agreements. The agreements involving the smaller !LECs. which would be
predominately in Rural areas. are strictly resale agreements. usually with no wholesale
discounts. The limited number and extent of these agreements results from two facton:
(I) relatively little interest on the part of other carriers to compete in less urbanized areas.
and (2) the partial exemption of rural telephone companies from the intercolllleCtiOD
requirements of FTA § 251 (c).

Table 7 displays the revenues from residential and business customers by ILECs
and CLECs, categorized by geography and county size. (For a brealcdown of each of the
69 areas listed in the data collection instrument, see Appendix I.) CLECs appeared to be
providing higher-value local service in the Large Metro and Suburban areas of Texas
than in the state as a whole. In terms of revenues in 1999, CLECs captured 11.7 percent
of the Large Metro market, IS.4 percent of the Suburban marlcet, and S percent of the
market in Medium and Small Metro areas. CLEC revenues comprise less than 4 percent
of all revenues by local exchanges in Rural areas.

Table 7 - CLEC Revenues

CountYSIa 1. - 1.
Cl.!C RavIn.. %DlTolII WC flI¥anua %of ToIII

~lIIIflIl Slata ......
l_-lIalnll_l\ 56,098288 4.7 lS67~.378 11.7
SubuJtlan 13638,940 8.9 272~ 15.4
SmalWlacl.IIalnl Gr. 31 10539.058 3.3 17779 5.0
Rural' 20 001 -~ 000 17925,710 3.8 22,833.530 4.4
Rural: 5.001 - 20.000 1 106 843 1.1 2,332.381 2.2
Rulli: 1- 5000 57,802 0.4 359,007 2.4

ToIII Cl.!C 99364.239 4.4 227326888 9.0
Source: Put>lc Ullllly~ DataR~ 2000 Raopco.-
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The F!A enviSioned the entry of local exchange competitors through three
a~enues: facilIty-based, resale, and the purchase of unbundled network elements (UNEs).
FIgure 6 shows the manner in which CLECs provided service in Texas in 1998 and 1999.
In 1999, CLECs appeared to use each of the three methods of entry in equal proportions.

Figure 6 - CLEC Method of Service Provision (Number of Loops)

300,000~--------....

200,000 +------

100,000

a

.F.clllll..
• A_Ie

CUNEa

COMPET1T1VE ENTRY INTO TEXAS MARKETS

While CLECs have increased market share swewide, the data showed that
CLECs were more successful in gaining market share in Large Metropolitan areas than in
small metro or Rural areas. The comparison of the business and residential markets
below indicates that CLECs penetrated business markets faster than residential markets in
1998 and 1999.

BuslnesalRes/dentlal Comparisons

CLECs have been much more aggressive in gaining marlcet share in local service
for businesses than for residential customers. CLECs have twice the number of business
lines than residential lines. as shown in Figure 7. While CLECs showed strong growth
rates in both marlcets. by 1999 CLECs had ten percent of the lines that served business
customers compared to only three percent of lines that served residential customers, as
can be seen in Table 8 and Table 9. CLECs had a six percent market share of residential
revenues, indicating that their revenues per residential line were much higher than that of
!LECs, as shown in Table 10 and Table II.
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Figure 7 - Comparison of Residential and Business Telephony Services in Texas by
Local Access LInes
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Table 8 - Residential Lines

1997 1998 1999
Lines 'It Lines 'It Lines 'It

!LEC 7,619,269 98.4 8,009,450 99.0 8,216,074 96.7
CLEC 122,4'0 1.6 79,114 1.0 280,826 3.3
Total 7,741,719 8,088"'64 8,496,900

Source: PIJllIc eo". iaIon ca. 2OOOR. -
Table 9 - Business LinesI. 1_ 1_

U_ '" U_ '" U_ '"ILEe 3,147,904 99.3 4,125,683 96,1 4,315,929 88.7
CLEe 23.735 0.7 169,052 3.9 493,055 10.3
TolII 3,171,631 4294,715 4.B08,984
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Figure 8 - Comparison of Residential and B~sinessTelephony Services in Texas by
Revenues ~
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Table 10 - Residential Revenues

1987 1. 1.
R_ '" FIe¥Inue '" Re-. '"ILiC 976.178.035 96.5 962.9n.235 96.8 1,048,882,155 93.9

CLIC 1••375,823 1.5 34,019.358 3•• 67.632.535 8.1
Toal 990,553,858 996.991,593 1.116,4901,891

Sou_ Pulltic eanm_llaIa R 2OOOR. ~..

Table 11 - Business Revenues

1987 1. 1.
RIY8IIUI '"

R__

'" Rewnue '"fLEC 1,068,<486.288 98.3 1,197.799.762 94.8 1,238.425.4901 88.8
CLEC 18,359,970 1.7 65,~,881 5.2 159.894.131 11.4
Toal 1,088,848,256 1.263.1",843 1,398,119,624

Facilities-based CLEC lines were almost exclusively in Large Metro areas.
Eighty percent of all facilities-based CLEC lines in Texas served business customers in
Large Metro areas, with another 10 percent serving Large Metro residential customers.
Resale and UNEs were both popular outside Large Metro areas and with residential
customers. See the charts and tables in Figure 9 and Figure 10.

The mix of business and residential customers varies significantly by population
of a region. In Large Metro and Suburban areas, CLECs had 70 percent of their lines
serving business customers and 30 percent. of their lines serving residential customer;
Medium and Small Metro areas of Texas saw a roughly 50-50 mix between business and
residential lines. In Rural areas, CLECs served only 40,148 customers, with 30 percent
of these being business customers and 70 percent being residential customers.
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Figure 9 - CLEC Residential Lines by Provision Type and Region
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Figure 10 - CLEC Business Lines by Provision Type and RegioD
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Retail Prices and Cross Subsidies

In 1998 and 1999, the bus~ness. sector attracted telecommunications competition
at a far greater rate than the residentIal sector. Entrants. seeking the larger revenue
s~ams, flocked into high sUbsc~ber-density areas rather than into low-density areas.
This phenomeno~, descnbed by IDcumbents as "cream-skimming," is hardly surprising
gIven the econonucs and the status of current telecommunications regulation.

Regulation tends to encourage "cream-skimming" by imposing cross-subsidies.
The current retail rate structure contains implicit subsidies designed to achieve universal
service. To subsidize basic services, regulators allow the telecommunications industry to
assess a high mark-up on vertical services." Business services typically have tariffed
retail rates set at a much higher level than their costs to subsidize residential services.
Urban customers tend to~ay rates that are above cost, While rural customers tend to pay
rates that are below cost

The practice of imposing cross-subsidies is incompatible with the goal of
promoting fair competition (i.e., based on real economic costs) via the construction of
new facilities by new competitors. Cross subsidies also are inconsistent with fair
competition via the purchase of UNEs, especially when the TELRIC-based pricing for
UNEs is based on regional differences. rather than by customer class. Specifically, cross
subsidy regulation imposing retail prices inconsistent with the associated UNE rates
encourages competitors into UNE-based "cream skimming" for services with overly high
retail prices. and unduly discourages competitors from UNE-based provision for services
that are under-priced.

In Texas, competitors can, under certain circumstances. take advantage of cross
subsidy regulation to offer service to business customers in high-density areas for a better
rate than the ILEC can offer. The sum of TELRIC-based UNE rates for business services
in urban areas is often less than the tariffed retail prices charged by the ILEC, which
contain implicit subsidies for residential telephone service. Therefore. if a competitor's
retailing costs plus the sum of UNE rates owed to the n.EC is below the n.EC's tariffed
retail price, the competitor can turn a profit by purchasing a business phone's underlying
UNEs, allowing it to offer various optional calling features at a total rate below the
!LEC's retail price.50 This opportunity is reinforced when the targeted customers spend
relatively large amounts on long distance and other optional services without causing the
competitor to incur substantial additional costs.

.. AcluaIly, it is the f1at:rated IICce~~ III the telephone network (and hence III all services) vi. the
customer's "local loop" lIIat lendIto be subsidized.

.. Some of U- crou-subsidiel were diminished in the Commission's universal-service project
(Compli4ltce Procudill, for ImpulMlllalion 01 1M TUM Hi,1I~ UTtiwn4l S...ice Pkut. Project No.
lS'I'), which provided for lorger-scale, more sysrelll8lic subsidiaa CO providers servin. customen in hiP.
cost area by means of. substantially inaeued Texas Universal Service Fund surcbarp _sed on all
tax.ble relecommunieatioDS receipa.

'" D.vid Sibley, DecWalion for SWBT in lnurim Proceu for New Se..ices and PromoliolllJl
O1ferinll~, and Pricin, and PlICiuJ,in, FluibiJity TtJrifft, PllnlllJlll 10 PURA Clrapren 52, '8, and 59,
Project 20956, (Oct. 21,1999).
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On the other hand, providing services using UNEs to residential customers (at
least those who use long-distance sparingly and purchase few if any optional services)
may not be profitable for competitors because the revenue the competitors can recover
from the retail rate could be below the sum of the UNE rates needed to provide such
service. Consequently, competitors are much less likely to provide ONE-based service to
such residential customers.S

This inconsistency of retail rates and UNE rates for residential and business is
illustrated below.sZ

Figure 11 - TELRIC-based UNE Rates vs. Retail Rates
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Long Distance Competition

Although Texans enjoyed a wide selection of long distance carriers (also known
as interexchange carriers. or lXCs) at the end of 1999.s3 the long distance market
continued to be dominated by three carriers: AT&T, WorldCom (which merged with
MCI in September 1998). and SprinL Economists refer to this phenomenon as a "tight
oligopoly," meaning that the dominant competitors possess a level of market power that
enables them to use significant discretion in setting prices. A market may be considered
a "tight oligopoly'" if its four largest firms serve at least 60% of the market. In 1999. the

" The ability to resell the n.EC's services at a discount offers an additional avenue for
competitors to provide service. The availability of universal-service subsidies for providing facilities- or
UNE-based service to CUSlORlers in high<osl areas also provides an incentive for competilOl'S to serve some
customen in less urbanized areas.

'2 David Sibley, Declaration for SWBT in lruerim Proce•• for New Service. and Pro"",titlNJI
OfJtrillg•• and Pricing and Packaging Fluibi/ily Tariff:, PunlAalU to PURA Clu2pletr 52, 58, and 59,
Project 209S6, III 6 (Oct. 21,1999).

13 As of September 2000. ISSO long-distance carriers were regis=ed with the Public Utility
Commission of Teus. The commiosion's liS! of registered long-dislallce carriers can be found at
hllpllwww.pUC.Slate.lX.usltelecommidirectorieslixc.xJs.
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market share in Texas of the largest three !XCs was 78.8% compared to 80.2% in 1997
and 87.2% in 1995 for the same three fIrms.~

Figure 12 - Long Distance Market Share or AT&T, WorldCom, and Sprint
Combined
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Another widely recognized measure of market power is the Hirschman
Herfmdahl index (HHI)." This index ranges from a theoretical minimum of just abova
zero (meaning no fll'lIl has a meaningful market share) to a maximum of 10,000 (meaning
a complete monopoly exists). An HHI at or above 1,800 indicates that a market is tightly
oligopolistic. i.I!., highly concentrated. While the HHI was 3,370 in 1995 and 2,724 in
1997. it declined to 2,497 in 1999.36 The last HHI suggests that the Texas intrastate long
distance market was still highiy concentrated at the stan of 2000. though the market
power of the three largest IXCs was continuing to decline.

,. These multet-slwe pcn:entall"s are based on orillinatin, aa:ess minures of use. The 1995 and
1997 pen:clllapI are fer AT&T, MCI, SprilIl. and WorldcOlll combined. The 1999 pcn:entall" is for
AT&T, WorIdcom and SpriDl; WorIdcom pW'Chased MCI in 1998. Market shire also may be measured
usin, reven_ presublcribed lines, customers, 01' IIOme other _ure.

" The HHI is cak:u1aIcd by summin, the squares of eacb (II'IIl'S ItIIriceI shire expressed IS a
pcn:enlaJe.

,. These indic:ea are acllla11y lower-bound estimales, derived by addin, the SIIIIlI of the squares of
lhe shares of the lOp four lon,-diatance camers in 1995 and 1997 and the lOp three in 1999. The 1999
estilD8le was calcuJlled usin, only access minUleS of use purchased ftom SWBT, Verizon, and the Sprint
!LECL Staff was nOC able to obtain dals on an !XC-specific buis due to lhe reluctance of companies to
provide company-specific dalL The problem of oblainin, data to calculale lhe HHI is discllSled in Chapcer
7 of lhis R.pon, under LesWative Recommendation No.3 (Cl4rify IJIId Etuu" Commi.uioll Alilhority ID
Pral.el prapri.1JJry lnformalioll) as one of"veral examples of companies' refusal to provide information
due to concerns about the Commission's ability to proIeCI collllllCtl:ial1y sensitive information.
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Figure 13 - Hirschman-Herfindahl Index (HHI) of Three Largest Long Distance
Carriers (AT&T, WorldCom, and Sprint)
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A significant change in the long distance arena occulTed on July 10. 2000. when
SWBT's affiliate SBC Long Distance entered the interLATA long distance market."
Unlike other long distance carriers. as of late 2000 SBC Long Distance offered
interLATA long-distance service only to SWBT's local exchange telephone customers.
Given SBC Long Distance's initial success in attracting long distance customers
combined with customer enthusiasm for one-stop shopping, the erosion of the interLATA
dominance of AT&T. WoridCom, and Sprint appears to be accelerating. As of Decembel'
5, 2000, SBC reported to the Commission that 1.2 million residential customers and more
than 300,000 business customers had signed up for its interLATA long distance. The
associated access line total represents more than 12% of SWBT's access lines in Texas.

As a result of a restnlcture of the Texas Universal Service Fund and the
implementation of PURA § 58.301, Switched Access Rate RedJM:tio1l. between September
I, 1999, and July 1.2000, switched access rales charged to IXCs for originating and
terminating long distance calls were reduced significantly. The reductions were flowed
through to retail customers in the fonn of lower long distance rates. On average. a
standard 10ilg distance call that previously was priced at $.15 - $.25 per minute of use was
decreased to $.10 to $.20 per minute of use. Generally. long-distance rates charged by
large IXCs were reduced by five cents ($.05) per minute of use. These reductions
memorialized an important goal of the last legislative session - to make certain that retail
customers benefited from significant reductions to access charges paid by IXCs.

Conclusion

CLECs entered Texas in large numbers. particularly in Dallas and Houston. which
had over 40 CLECs by mid·2000, and in Austin and San Antonio. which each had nearly
30 CLECs. CLECs gained market share in local telephony. particularly in the Large
Metro and Suburban areas of those four cities.

17 SWBTs entty inlO the Ion. distane:e market is discussed in detail in ChapIcr 2 of Ibis Report.
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CUCs had stronger market penetration among business customers than
residential customers. CLECs entered Large Metro markets by building infrastructure
and entered other regional markets by using a combination of resale of services and
purchase of UNEs. Even rural areas of Texas were found to have multiple CLECs, but
questions remain as to whether these CLECs serve a small niche market or the broader
range of residential customers. Marlcet penetration in rural areas overall was limited but
increasing over time.


